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Municipal Accounting in New Jersey
By Edward L. Suffern
What is offered here has to do with the efforts which have
been made in the state of New Jersey to establish a system of
uniform accounting in all its municipalities, including in that
term all its bodies politic, whether designated as cities, boroughs,
townships or counties, and to some extent, at . least, sets forth
what has been accomplished during the last five years.
Prior to the year 1916 it was shown through an attempt to
prepare a digest of the laws relating to municipal finances and
incidentally to municipal accounts that there were at least one
thousand laws upon the statute books affecting such matters,
resulting in such a mass of confused and conflicting legislation
that under it nearly anything might be done and find statutory
shelter. It followed that while the large and strong municipalities
had for the most part approved systems of accounts, more or less
perfect according to the requirements of the local governing
bodies, the great majority of the others lacked many of the most
essential features that such systems should provide.
This condition could only be corrected and redressed through
an omnibus repeal of about everything on the statute book and
the enactment of a few plain logical and practical laws which
should be in their essence of general application to all munici
palities, leaving the necessary differences which must exist in the
methods of accounting between the large and small municipalities
to be worked out practically according to their distinctive needs.
To remedy this condition there was enacted in 1918 a group
of laws dealing with the whole subject of taxation as applied to
real, personal and corporate property, describing what should be
assessed, the method of assessment and the disposition of the
taxes resulting therefrom. These enactments covered, among
other things, the duties imposed upon governing bodies, their
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financial officers, the collection and application of revenues, the
maintenance of the credit of municipalities and the manner in
which their funded obligations should be discharged. They
reduced the incomprehensible clutter of preexisting laws to a few
simple yet comprehensive statutes, thereby accomplishing a
frequently attempted yet unattained result by the simple process
of wiping the slate clean and starting all over again.
As in all similar labors to whatever sphere directed, such
results were due in very large measure to the untiring and per
sistent efforts of one man, in this case the Hon. Arthur N.
Pierson, who through several sessions of the legislature and
through educational campaigns conducted in a number of places
finally succeeded in embodying his purposes and ideas in effective
legislation.

Conceiving of the above accomplishment as the solution of
the major proposition, there followed as a series of corollaries
the enactment of the laws affecting municipal and county finances
and taxation known generally as the “Pierson laws,” which
express the well considered decisions of the “Commission for the
survey of municipal financing of New Jersey.” These decisions
were reached only after most painstaking study of the financial
and accounting conditions existing in a large number of munici
palities, the best manner of correcting the dangers and errors
frequently revealed and the most practical method of securing
and preserving the solvency of municipalities and creating proper
accounting systems.
This was truly a “large order,” but anything less would not
have been sufficient and no more concise and explicit description
of the service these laws were expected to render can be given
than to quote from Mr. Pierson’s own Analysis of the Laws, his
description of “the purpose of the laws.”
“In order that the results sought to be accomplished by these
statutes may be better understood, the underlying purposes of the
laws are given as follows:
“To establish a uniform fiscal policy in all municipalities and
counties.
“To deal with subjects without regard to the size or class of
the municipality or county.
“To impose the recognized principles of sound financing in
all departments of public affairs.
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“To give the taxpayers a voice in the budget, which shall rep
resent the complete programme of the financial transactions
for the year, and shall constitute a contract as between the
governing body and the taxpayer.
“To make the budget and the resultant tax levy represent the
true cost of government.
“To provide for the amortization of present indebtedness by
proper sinking fund requirements.
“To control the creation and retirement of further debt obli
gations that the taxpayers who enjoy the benefits of the
improvement shall pay their proper proportion for its
creation and upkeep.
“To prevent the creation of further floating indebtedness and
refunding obligations.
“To establish a state department having proper supervision
and control of public finances.”
Equally excellent is his description of “the plan of accounting.”
“The plan of accounting which carries through the entire
programme of financing may properly be divided into four distinct
classes, as follows:
“First—Current accounting:
“Under this classification in the current ledger is placed
the accounting of current revenues and expenditures.
The accounts are set up each year from the budget
items. All revenues available for and expenditures
under budget appropriations during the year are ex
pressed under their proper headings. Each year is a
unit, opening with the surplus as shown by the surplus
revenue account, and all accounts are balanced into
this account at the close of the year, leaving only this
account to carry over into the new years. The neces
sary financing for current purposes is also expressed
and controlled in this ledger.
“Second—Trust accounts:
“The accounting of all municipally-owned utilities or enter
prises comes under this classification. The receipts from
services rendered and the fixed charges are expressed
and controlled under the several individual accounts.
“Assessment improvement accounts come under this class,
and likewise must be kept distinct and separate from
all other accounts. The collection from assessments,
together with penalties and interest, which are dedi
cated in their entirety to the payment of interest and
principal of the obligations issued for such improve
ments, are classified under this heading.
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“Third—Capital accounts:
“The transactions incident to financing the construction of
improvements or acquisition of property, the cost of
which is to be borne by the municipality or county at
large, to be financed by note or bond issue, find
expression under this classification in the capital ledger.
The laws authorizing the improvement and the issu
ance of notes or bonds to finance same are distinct from
other laws pertaining to finances and clearly recognize
such undertakings as capital purposes.
“Fourth—Reserve accounts:
“All sinking funds or reserves set up to meet obligations
falling due in the future come under this class. The
stated contributions, their collection and distribution are
clearly defined, as well as the investment and final
disposition of the funds.”
The fundamental law is designated the “budget act” (chapter
192, P. L. 1917—chapter 242, P. L. 1918), and its character is
described as follows: “The budget is the instrument of control
for the year’s current revenues and current expenditures.” In it
all anticipated revenues applicable to current expenditures must
be stated and under its appropriations alone must all expenditures
be made.
The body of the act develops the manner in which the budget
shall be prepared, approved and adopted, allowing sufficient
elasticity to conform to the needs of any municipality but holding
rigidly to the concept that all anticipated revenues applicable to
current revenues must be stated and that expenditures shall only
be made in accordance with appropriations therefor, although
provisions were made for amended appropriations under certain
conditions.
The specifications of the laws are mainly in the direction—so
far as their accounting features are concerned—of prescribing
that the accounts shall be kept in such a manner that the sources
of revenue may be clearly shown, the expenditures therefrom be
consistent with the approved budgetary provisions as they relate
to current, trust, capital and reserve accounts, and that the
financial condition of the municipality be expressed in the same
manner.

Within these limits the accounts may be kept in the form
most convenient and acceptable to accommodate the facts.
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The laws (chapter 236, P. L. 1918) provided for the collection
of taxes semi-annually, the receipts therefrom becoming applicable
to the expenditures of that year.
Much stress was laid upon the necessity of establishing an
equilibrium between the anticipated revenue for the year and the
budget requirements—the former showing the sources of all
revenue other than taxes on property which might be expected to
contribute to that end and permitting of such reasonable appro
priation from surplus revenue as the condition of that account
might justify.
The features mentioned are or should be common to all muni
cipal accounts, and their inclusion in the act was to be expected.
A much more vital matter was the clear instruction which the
act provided for the characterization and designation of the
current indebtedness of a municipality and the powers lodged
with and responsibility imposed upon the “governing bodies” in
respect of creating and liquidating such liabilities.
The law (chapter 192, P. L. 1917—chapter 242, P. L. 1918)
permits a municipality to anticipate the collection of its taxes for
the purpose of meeting its expenditures for appropriations through
the issuance of what it designates as “anticipation notes.” These
notes are issuable in the interval between the beginning of a
fiscal year and the date when taxes become delinquent, but should
any part of such obligations remain unpaid at the close of the
fiscal year, new instruments designated as tax revenue notes shall
be issued for and in lieu of such former obligations, and these
shall be paid out of the collection of the then delinquent taxes
which are held to be dedicated to this purpose.
In view, presumably, of the fact that there might be a number
of instances where the outstanding or current obligations were
greater than could be liquidated through the prompt collection of
delinquent taxes, the law provided that the unpaid notes might
be extended until the end of the third year following the year of
delinquency.
The sinking fund act (chapter 212, P. L. 1917—chapter 243,
P. L. 1918) was a carefully drawn statute clearly describing the
classes of funded obligations to which it applied and providing
compulsory protection for the payment of such obligations at
maturity through the establishing of adequate sinking funds. It
required that in cases where such reserve had not been adequate

325

The Journal of Accountancy
there should be set aside annually such sum in a “special sinking
fund” as might be necessary, in addition to the normal require
ment, to liquidate the funded obligations at maturity, all of which
must be provided for in the budget.
Manifestly, the carrying out of these laws required that all
municipal accounts should be so kept that they should clearly
express the obligations incurred for budget appropriations, the
indebtedness of every nature clearly distinguished, as well as the
sources of revenue from which to meet the appropriations and the
indebtedness. These facts when plainly shown, undoubtedly in
many cases caused bewilderment and dismay in the minds of
governing bodies. Beyond question there were instances when
for the first time the full extent of the municipalities’ indebtedness
in relation to their realizable revenue became apparent and an
appreciation of the fact that liabilities incurred must actually be
paid was forced upon them.
It is common enough knowledge that delinquent taxes any
number of years old and from any reasonable standpoint wholly
uncollectible were regarded as quite sufficient offset to an indebted
ness which was constantly increasing in the light-hearted and
irresponsible way in which the governing bodies often conducted
affairs.
The author of these laws, being himself a business man at the
head of large affairs, had a vivid realization of the fundamental
fact that when an obligation was incurred it had to be paid. This
elemental yet often costly knowledge was translated into legal
enactments, so that its acquisition became compulsory upon all
those who administered municipal affairs. While it is undoubtedly
true that the officers as well as the members of the “governing
bodies” have been with few exceptions honest and conscientious
men, there crept into the administration of municipal affairs in
many instances grave and serious errors fraught with danger to
the solvency of the municipalities and the distress of their tax
payers. Many such faults were due to the fact that the adminis
trators did not know what was legal and what was not, and one
set of officers followed in the well-worn paths of their prede
cessors. Such procedures can no longer find excuse or toleration.
In the main, these laws have followed the beaten track of
similar laws in other states. Some states have had uniform financing
and municipal accounting laws, which necessarily embody the
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essential features of those under consideration. Sinking-fund
reserves, classification of assets and liabilities, carefully balanced
budgets and restrictions of indebtedness are features common to
all. The principal novelty of the “Pierson laws,” in the opinion
of the writer, lies in this: that these form a body of laws uniform
and universal in their application to all municipalities great or
small, yet sufficiently elastic to be adaptable to very simple records
where only simple conditions exist and also fully adequate to
care for all conceivable and complicated accounts in larger places.
Certain prescribed requirements must be met—granting these,
the accounting records may be those most acceptable and intelli
gible to the fiduciary officers and the governing bodies. As the
value of any law must be measured by the degree of its enforce
ment, it was no part of the plan of the author of these laws to
leave their practical application to the tender mercies of those
who would be supposed to make use of them. To the end that
this should not happen, one chapter of the laws (chapter 268,
P. L. 1918; chapter 196, P. L. 1921) provided for an annual
audit of the accounts by licensed auditors for larger municipalities
(which were defined) and at least once in two years for the
smaller ones. Copies of the audit, together with all recommenda
tions made by the auditor, were to be submitted to the department
of municipal accounts.
This department was created under a separate act (chapter
266, P. L. 1918; chapter 105, P. L. 1921) and its functions are
described as follows:
“In passing laws to regulate and control the administration of
the fiscal affairs of municipalities and counties, the proper service
to the taxpayer is only rendered in part. The full service and
value of such laws can only be assured by placing the supervision
of their enforcement under a duly constituted state department.
In order that public officials and taxpayers should both receive
the fullest benefit from this programme of legislation, the
department of municipal accounts has been established and the
commissioner of municipal accounts appointed to administer the
department. This official is given ample power and authority to
supervise the administration of public affairs and render assistance
to public officials in carrying out the provisions of the statutes.”

Such departments exist elsewhere and their duties no doubt
are quite similar but involving generally the direct supervision
and auditing by the department of the accounts of the municipali
327

The Journal of Accountancy
ties. These accounts are classified and differentiated according
to the classification of the cities.
The commissioner of municipal accounts is the head of the
department and is given very broad powers in the exercise of his
office. He can prescribe the system of keeping the sinking-fund
accounts, require audits thereof and make and enforce regulations
therefor. The same powers extend to the general accounts and
fiscal affairs, he being authorized to prescribe the scope and
character of the audit required to be made as well as the form
and substance of the reports to be submitted to him. Penalties
are enforceable upon officials who neglect to transmit such reports
as they are called upon to render.
Chapter 267, P. L. 1918, relates to the registry of auditors,
confining to registered auditors alone the authority to perform
the duties of municipal auditors, and in this act lies the greatest
weakness of the whole series of laws. As written, the act pre
scribes that any one may apply for registration by subscribing to
the following declarations:
(a) That he is fully acquainted with the laws controlling and
governing the finance of municipalities and counties of New Jersey
and is a competent and experienced auditor of public accounts.
(b) That he will honestly and faithfully audit the books and
accounts of a municipality or county when engaged so to do and
report any error, omission, irregularity, violation of law, dis
crepancy or other non-conformity to the law, together with his
recommendations to the governing body of such municipality or
county.
Thus it will be seen the applicant for registration is the sole
judge, in the first instance, of his own qualifications. He may
be densely ignorant from an accounting standpoint of the first
duties of an auditor; he may be a wholly irresponsible and unre
liable person, yet if he declare himself to be otherwise, a license
is issued to him. Surely there should be better protection than
this to the employing municipalities to whom all accountants look
alike. There exist easily available means to distinguish between
accountants who have and who have not attained recognition as
such, and these means should be made use of so that so far as
possible no license should be issued except to responsible men of
known integrity and ability.
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When granted, the license is revocable if the licensee issue
false or misleading reports or omit to report any violation of law
or discrepancy found in the books, etc., or shall have issued audits
of such a nature as not to show an accurate, intelligent and com
plete statement of the financial condition of the municipality or
such as may not comply with the requirement of the department.
Should a license be canceled the licensee has the right of appeal
to the court of chancery and the proceedings are described.
Unquestionably when licenses are granted upon such flimsy
grounds as a man’s own judgment of his qualifications, there
should be very liberal powers lodged in the commissioner to annul
the licenses issued to those who for demonstrably sufficient reasons
were not entitled to hold them. The larger these powers the
better, provided always that the commissioner is himself a fair,
just and impartial man. Should he not be, he has it in his power
to gratify personal prejudices or resentments, not necessarily by
canceling an existing license, which is only good for a year, but
by refusing or neglecting to issue a renewal license when such is
sought. The remedy through an appeal is a very faint one; the
hearings are limited to the consideration of affidavits and answers,
unless books and accounts are referred to, and it would be
especially difficult to prepare affidavits when the affiant was wholly
in ignorance of the grounds upon which the commissioner based
his refusal or neglect to issue a renewal license. There are and
will be many cases where a report may lack some technical feature,
in itself immaterial, which might readily be made use of to
support adverse action. All accountants are familiar with such
possibilities.

The true remedy is to issue licenses only to qualified account
ants, make these licenses automatically renewable upon payment
of the annual fee and revocable only for substantial cause. When
such cause appears the licensee should be accorded a hearing,
being first advised as to the reasons therefor, and have opportunity
to reply. By “substantial cause” is meant such cause as would
have justified the commissioner in withholding a license, if it
had been known in the first place, or such demonstrable failure
to report on important facts as rendered the report unreliable and
inaccurate—not a technical failure to follow form or some equally
inconsequential error.
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The laws have now been in operation for three years. What
have they accomplished? To this the reply can be made: Very
much every way. They have impressed a great many of the
governing bodies which never were so impressed before with the
importance of careful and legalized financing and accurate
accounting. They have imbued many officials with a higher sense
of responsibility and have established and coordinated adminis
trative measures that did not exist or were unrelated before. It
perhaps would be interesting to show from accumulated data some
of the concrete results, that from these might be deduced what
in the near future may be further expected, but this paper is
already too long and no more should now be added, except to say
that accountants can render a great service through their co
operation in securing proper laws in any states in which they do
not now exist.
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